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Abstract: The coefficient of financial independence is an
important indicator characterizing the level of financial stability of
the organization. It reflects the level of use of own funds by the
company to carry out its activities. This indicator is also an
important analytical tool for investors, creditors and management
personnel, as it helps to assess the level of risk associated with the
company's financial policies and its ability to ensure financial
stability in the long term. The article proposes a new approach to
assessing the minimum necessary amount of equity capital for the
organization and the sufficient (smallest) level of the coefficient of
financial independence based on it.

81



Keywords: financial stability, financial independence, equity
capital concentration ratio, financial independence ratio,
minimum required equity capital, financial independence reserve

JEL code: M40

Research aims: explore new possibilities for assessing the
financial independence and autonomy of organizations.

Research novelty: a new methodology for evaluating the
financial capacity of organizations' independence was proposed.

Introduction

The coefficient of financial independence is an important
indicator  characterizing the financial condition of the
organization, and in particular the level of financial stability. The
authors consider that "financial stability" coincides with the
concept of "financial independence" and is characterized by a
number of indicators (Kurilova, A. A. 2014). In the professional
literature, there is also an opinion, that the financial stability of
the enterprise is characterized by two categories: financial
independence and solvency (Grachev A. V. 2006). The financial
stability of the company is characterized as "a certain state of the
company's accounts, which guarantees its constant solvency"
(Sheremet A.D. 2009).

Financial stability implies the ability of the enterprise to
maintain the actual or target financial structure over a long period
of time. Notes, that financial stability in the long run is
characterized by the ratio of own and borrowed resources. "It
depends above all on the general financial structure of the
enterprise, the degree of its dependence on creditors and
investors" (Kovalev V. V. 2011).
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Defines financial stability as "guaranteed solvency,
independence from random structural changes of the market and
the behavior of partners" (Grachev A. V. 2006), considering main
indicator to be the presence of net liquid assets, which, according
to the author, is the difference between liquid assets and short-
term urgent liabilities (Efimova O. V., Melnik M. V. 2007).

A more specific consideration of financial stability is also
proposed, noting that "the financial stability of an economic entity
is the state of its monetary resources, which ensure the
development of the enterprise mainly at its own expense,
maintaining sufficient solvency and creditworthiness, under
conditions of minimal entrepreneurial risk" (Bocharov V. V.
2009). This definition reflects a conservative approach to financial
policy in the enterprise.

An opinion is presented that "Financial stability of an
enterprise is the ability of a business entity to operate and develop
in a changing internal and external environment, to maintain the
balance of assets and liabilities, which guarantees its solvency and
investment attractiveness in the long term, within the limits of the
permissible level of risk" (Savitskaya G.V. 2009). In this regard,
the development of new approaches to the assessment of financial
independence of organizations is important.

Research results
A comprehensive index characterizing financial stability is the
coefficient of independence. Basically, there are two types of
independence ratio: equity concentration ratio and independence
ratio. The choice of this or that factor in the practice of financial
analysis depends on the analyst's preference (Kreynipa, M. N.
1998).
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In the practice of financial analysis, the following standards of
sufficient levels of equity capital concentration (Financial
independence) and financial independence ratios have become
widespread:

Equity/(Balance sheet total>0.5;
Equity /(Debt capital >1

The logic of setting the minimum level of the equity-borrowed
capital (Financial Independence Ratio) ratio to 1,0 is based on the
following: if all creditors demand their funds at the same time,
then the organization, realizing its assets, will be able to pay off its
obligations while maintaining ownership of the organization. This
statement can be countered in the sense, that equity is not
equivalent to the amount of money used to pay off liabilities.

Essentially, equity capital is invested in various assets that have
varying levels of liquidity. This means, that the organization's
ability to repay liabilities directly depends on the structure of
assets, that is, the degree of liquidity of assets. In organizations
with different asset structures, the permissible ratio of equity and
borrowed capital is different. To assess financial stability, first of
all, it is necessary to calculate the minimum necessary amount of
equity capital to ensure financial stability. Equity characterizes the
total value of funds owned by the enterprise, which is used to form
a certain part of the assets (Kurilova, A. A. 2014).

Determining the necessary (sufficient) amount of equity capital
for a specific organization in the current period is based on the
requirement of the accepted rule of financial management. in
order to ensure an acceptable level of liquidity and financial
stability. It is necessary that the organization can finance the most
illiquid assets at the expense of its own funds. This means, that the
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formula for calculating the minimum necessary (sufficient)
amount of equity capital will look like this:
Minimum required equity (MRE) = Most unilliquid assets (1)

The problem here is determining the size of the most unliquid
assets, because different branches of the economy, even different
enterprises of the same branch, differ in the structure of assets.
In this sense, in the case of internal financial analysts of each
organization should classify assets according to their liquidity level
and separate the most illiquid assets. In the case of external
financial analysis, analysts do not have such an opportunity, and
in this case, we suggest that non-current assets, material stocks,
unfinished production and given current advances be classified as
the most illiquid assets.

By comparing the minimum necessary amount of equity capital
determined by the calculation procedure with the actual amount
of equity capital, conclusions can be drawn regarding the
adequacy or insufficiency (deficit) of equity capital in the given
organization.

Thus, the necessary minimum amount of equity capital to
ensure financial stability can be calculated by the following
formula:

Minimum required equity capital = Most illiquid assets = Non-
current assets + Material inventories + work in progress + Current
advances made (2)

Calculating the minimum required amount of equity capital
enables determining the maximum allowable amount of borrowed
capital magnitude as follows.

The maximum allowable size of borrowed capital = Actual total
of the balance sheet - The most illiquid assets that must be
financed of equity capital. (3)
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or

The maximum allowable amount of borrowed capital = Actual
total of the balance sheet - The minimum required amount of
equity capital. (4)

The sufficient level of the independence indicator is calculated
as the ratio of the minimum required amount of equity capital to
the maximum allowable amount of borrowed capital.

Equity minimum /Debt capital maximum )

In order to calculate the sufficient (minimum) level of the
equity capital concentration ratio, it is necessary to relate the
minimum required amount of equity capital to the actual amount
of assets (the balance sheet total).

Equity minimum/Total of the balance sheet ()

It is necessary to compare the calculated satisfactory
(minimum) levels of the coefficients with their actual levels. On the
basis of that comparison, conclusions can be made about the
sufficient or insufficient level of financial stability of the
organization.

It should also be noted that the difference between the actual
and satisfactory (minimum) levels of the coefficients provides
particularly important analytical information. In essence, the
positive value of this difference can be called a reserve of financial
independence, and the negative value can be called the level of
financial dependence. If the actual size of the coefficients
decreases in dynamics, but the difference between their actual
and sufficient (minimum) levels remains unchanged, it can be said
that the level of financial stability of the organization does not
change.

An increase in the specific weight of equity capital, other
things being equal, can lead to a decrease in the level of return
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on equity capital. The question here can be formulated as follows:
if the result of financial leverage is positive, is there a limit beyond
which the share of borrowed capital cannot be added to the total
amount of liabilities?

In the case of a positive result of financial leverage, borrowed
capital can be increased as long as this increase does not threaten
the financial stability of the organization and the safe level of the
organization's dependence on external sources. In other words,
this increase is permissible within the limits of the financial
independence reserve of the organization.

By ensuring the necessary level of financial stability, the
organization can allow a progressive rate of growth of borrowed
funds compared to the growth rate of equity capital (if the cost of
borrowed funds is lower than the level of profitability of equity
capital), thereby contributing to the growth of the volume of
production activities and the level of profitability of capital.

Let's note once again that we are talking about the percentage
of equity, not the absolute amount. A decrease in the absolute
amount of equity capital is definitely unacceptable and
characterizes the organization's activity from a negative point of
view.

If the organization does not provide an acceptable level of
financial stability, how can it affect its financial position?
Arguments are often heard that in organizations with a favorable
position in the market, a significant excess of the ratio of borrowed
funds compared to equity is sometimes observed, and at the same
time these organizations do not have problems. As we have already
mentioned, financial stability is the characteristic of maintaining
the solvency of the organization not at the given moment, but in
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the future (the solvency level of the organization at the given
moment is characterized by liquidity ratios).

Therefore, organizations with a low level of financial stability
may not have problems with repaying their obligations in the
current period. Problems arise during fluctuations in the financial
market and in crisis situations. In the conditions of the global
economic crisis, the first to have problems were organizations with
a low level of financial stability.

The reasons for the deterioration of the coefficients
characterizing the level of financial stability and the levers for their
improvement (optimization) are obvious. As we mentioned, the
equity capital concentration ratio (financial independence ratio)
reflects the level of the organization's dependence on borrowed
capital (total equity/liabilities) and is determined by the evaluation
of the organization's performance in the long term. From the point
of view of the long-term perspective, long-term and short-term
liabilities cannot be separated in terms of the need for repayment,
because they have to be paid sooner or later.

For this reason, the total amount of borrowed capital is
considered in the assessment of financial stability, in contrast to
the analysis of liquidity, where long-term liabilities are equated
with equity capital, since they are not required to be repaid in the
near future.

If we replace the sum of liabilities with the sum of assets in the
declaration of the above formula, it becomes obvious that the
decrease in the level of equity capital concentration ratio is the
result of the progressive growth of assets compared to the growth
of own sources of financing, which leads to the inevitable increase
of borrowed funds.
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Conclusion

Thus, the reasons for the increase in the share of borrowed
sources of financing and which lead to a decrease in the level of
the equity capital concentration ratio are as follows:

1. Reduction of equity capital. It may be due to losses,
significant dividends declared (declining retained earnings), asset
accounting impairment (decrease in value from previous
revaluation of non-current assets), or slow equity growth due to
low profitability or a small proportion of retained earnings (self-
financing). Low level.

2. Capital investments, the size of which exceeds the growth
of own sources of financing in the same reporting period (growth
of non-current assets exceeding growth of equity capital).

3. An increase in the amount of current assets that exceeds
the increase in the amount of equity capital, which may be due to
the following circumstances:

v" increase in production volumes, in which case the increase in
current assets is inevitable;
v"and/or a slowdown in current asset turnover.

In order to ensure a sufficient (minimum) level of
independence, it is necessary that the growth of the maximum
illiquid assets does not exceed the amount of the growth of the
organization's own capital, taking into account the difference
between the actual and the maximum allowable amounts of
borrowed capital of the previous period.

Growth of the most illiquid assets (non-current assets + most
illiquid current assets) < Increase in the amount of equity capital
+ actual amount of borrowed capital of the previous year -
maximum allowed amount of borrowed capital of the previous year

(7).
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If the organization does not have a reserve of financial stability, on
the contrary, there is a certain level of financial dependence, then
the formula will be modified as follows:

Growth of the most illiquid assets (non-current assets + most
illiquid current assets) < Increase in the amount of equity capital -
the actual amount of borrowed capital of the previous year + the
maximum allowable amount of borrowed capital of the previous
year (8).

Essentially, such calculations make it possible to carry out a
predictive analysis aimed at improving the structure of assets in
order to restore or maintain the level of financial stability.
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LURUUUEMNNRESUL SPLULULLUL ULUUNRGE3UL
LYURUANKR3L APUYUCUN TULUMTULUD GLUKUSU UL
unsesnrhuLere

Jdwhb Uphpwjbyw
Cwjwuwnwup whnwlywu nunbuwghunwlwt hwdwuwpw,

Wn.g.p., nngtun

Shgpwtu Uwunwyjwt
Cwjwunwup wyhnwlwu nunbuwghnwlwu hwdwjuwpw,

Wn.¢.[2., Nwuwlfunu

Pwuwih pwnbtp - $puwtuwlwiu Ywjniunyeniu, Phuwu-
uwlwu wulwunyentu, ubthwwu Yuwwhwwih Yeunpnuwg-
dwu gnpdwlyhg, Phuwtuwywu hupunipnyunijwu gnpdwyhg,
ujwqwagnyu  wuhpwdbion  ubthwlywu Ywwhunw, phuwu-
uwlwu wuywfuniejwu wwowp

Ywgdwybpwniejwu dhuwuuwlywu Ywntuniypjwu
dwlwpnwyp punypwagpnn Yuplnp gnigwuh? £ Shuwtuwywu
wulwfuniejwu gnpdwyhgp:  Wu wpwwgnind £ hp
ghponwubinyeniut hpwywuwgubiint  hwdwp  puybpnieywu
Ynnudhg ubthwywu dhongubiph oquuwgnpddwu dwywpnwyn:
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Wu gnigwuhop twl Ywpunp ybpindwywu gnpshp L
ubpnpnnutiph, ywpunwwbptiph b unwjwpnn wuduwlwaqdh
hwdwp, pwuh np wju ogqunut L quwhwwb| puybpniejwu
$huwtuwlywu  pwnwpwlywunigjwu hbin  Yuwwywd nhuyh
dwlwpnwyp b Gpyupwdwdybn hinwulwpnid $huwtuwywu
Yuwjntunipyntt wwywhnybint upw Yupnnniegyniup: <nndwdnid
wnwownyynud £ Yuqlwybpwyniypjwu  hwdwp  ubthwlwu
Ywwhwnwih tuquagnyu wuhpwdbown deéniejwu W npw hhdwu
Jpw  Ihtwtuwywu  wulwiunipjuu (hupuntpnyuniejwu)
gnpdwlygh  pwdwpwp  (Wwqugnyt)  dwlwpnwyh
qUwhwuwundwu unp dninbignid:
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